A 

SERIOUS 

EMERGENCY 


STRESSING  the  serious  emer- 
gency confronting  the  railroads, 
J.  J.  Pelley,  president  of  the  New 
York,  New  Haven  & Hartford  Railroad 
and  chairman  of  the  special  commit- 
tee of  presidents  representing  the 
eastern  railways,  testified  before  the 
Interstate  Commerce  Commission  that 
a 15  per  cent  advance  in  freight  rates 
is  the  only  way  in  which  this  emergen- 
cy can  be  met.  In  discussing  the  situ- 
ation of  the  steam  lines,  Mr.  Pelley 
said : 

“The  railroads’  traffic  since  the  be- 
ginning of  the  depression  has  decreased 
to  such  a marked  degree  that  under 
present  rates  they  are  not  able  to  ob- 
tain revenue  sufficient  to  maintain 
their  credit.  Their  net  earnings  are 
fast  approaching  the  point  where  they 
will  be  insufficient  to  meet  the  rela- 
tionship to  fixed  charges  that  has  be- 
come generally  established  and  recog- 
nized as  an  investment  standard.  If 
earnings  fall  below  this  standard  many 
railroad  securities,  because  of  various 
state  legal  requirements,  can  no  longer 
he  disposed  of  to  savings  banks  and  in- 
surance companies,  thus  seriously  lim- 
iting the  fields  from  which  railway 
capital  can  be  obtained.  Furthermore, 
the  earnings  of  the  railroads  are  now 
such  that  they  are  unable  to  maintain 
their  normal  capital  and  maintenance 


expenditures.  The  curtailment  in  the 
purchasing  power  of  the  railroads  has, 
in  my  judgment,  a strong  influence  in 
retarding  the  recovery  of  business.” 
Outlining  the  railways’  record  of 
drought  relief  through  voluntary 
freight  rate  reductions,  and  the  actual 
! increase  in  railway  capital  expendi- 
tures made  in  1930  with  the  view  of 
minimizing  the  depression  and  hasten- 
ing the  return  of  prosperity,  Mr.  Pelley 
declared  that  the  railroads  are  not  pro- 
posing an  increase  in  their  freight  rev- 
enues in  an  attempt  to  escape  their  fair 
share  of  the  general  depression.  “The 
railroads,”  lie  stated,  “are  proposing 
only  such  an  increase  in  their  freight 
revenues  as  will  produce  sufficient  earn- 
ings to  tide  them  over  the  present 
emergency.  They  do  not  ask  for  the 
fair  return  to  which  they  are  lawfully 
entitled,  but  base  their  application 
solely  on  the  ground  that  without  an 
increase  in  revenue  they  will  be  un- 
able long  to  continue  adequate  trans- 
portation service.  That  the  railroads 
do  not  seek  to  escape  their  share  in 
public  burdens  is  clearly  shown  not 
only  by  the  considerations  just  men- 
tioned, hut  also  by  their  record  in  con- 
nection with  the  depression,  the  efforts 
i made  to  avert  its  consequences,  and  the 
willingness  which  the  railroads  have 
shown  to  accept  burdens  in  connection 


with  the  depression  which  other  indus- 
tries are  not  called  upon  to  bear. 

“No  one  had  any  idea,”  continued 
Mr.  Pelley,  “that  the  depression  would 
last  as  long  or  be  as  severe  as  later  de- 
velopments have  proved.  Everyone 
hoped  it  would  not  he  widespread  and 
would  not  be  of  long  duration.  The 
railroads  acted  on  the  assumption  that 
such  would  be  the  case.  In  the  face  of 
decreasing  traffic  and  revenues,  the 
railroads  continued,  as  far  as  possible, 
their  programs  of  expenditures  which 
involved  both  capital  and  maintenance. 
They  likewise  continued  in  their  serv- 
ice as  long  as  possible  many  employees 
who  could  otherwise  have  been  laid  off, 
in  view  of  the  volume  of  traffic.  The 
foregoing  policy  was  followed  in  what 
then  appeared  to  he  the  public  inter- 
est, and  in  spite  of  the  fact  that  the 
railroads  had  not  been  able  to  earn  a 
fair  return  during  the  period  of  pros- 
perity that  preceded  the  depression. 

“Before  the  end  of  1930  the  railroads 
were  convinced  that  they  could  not 
continue  the  policies  of  that  year  into 
1931.  The  world-wide  character  of  the 
depression  became  apparent  to  all.  In 
view  of  the  condition  of  business,  the 
railroads  were  reluctant  to  attempt  any 
increases  in  rates.  They  therefore 
adopted  the  policy  of  cutting  their  ex- 
penses to  an  absolute  minimum  con- 


sistent  with  existing  traffic  require- 
ments. Expenditures  for  capital  account 
were  for  the  most  part  limited  to  the 
completion  of  programs  under  way 
which  could  not  be  stopped  without 
economic  loss.  Few  additional  im- 
provement programs  were  undertaken 
and  capital  expenditures  during  the 
first  quarter  of  1931  declined  58  per 
cent  under  the  first  quarter  of  1930. 
Purchases  of  materials  and  supplies 
were  likewise  curtailed  in  every  way 
possible.  In  spite  of  the  marked  de- 
crease in  expenses  the  railroads  have 
not  been  able  to  keep  such  decreases 
in  step  with  the  losses  in  revenue,  with 
the  result  that  for  the  first  five  months 
of  1931  their  net  railway  operating  in- 
come has  been  $117,492,000  below  the 
corresponding  months  of  1930. 

“No  one  can  predict  with  any  degree 
of  assurance  when  a definite  upturn  in 
business  will  begin,  or  the  rate  of  pro- 
gress which  improvement  will  make 
when  it  starts.  When  business  does  re- 
vive, the  railroads  must,  under  the  law 
and  in  fairness  to  the  public  and  them- 
selves, be  ready  to  handle  all  traffic  in 
the  efficient  manner  to  which  the  coun- 
try has  become  accustomed.  To  do  so, 
their  properties  must  be  up  to  proper 
standards  of  maintenance.  Needful 
capital  expenditures  must  be  made.  If, 
by  loss  of  earnings  and  impairment  of 


credit,  maintenance  and  capital  expen- 
ditures are  unduly  deferred,  the  rail- 
roads may  not  be  in  a position  with  a 
revival  of  business  to  provide  the  char- 
acter of  transportation  that  will  meet 
every  reasonable  demand  and  expecta- 
tion. They  desire  for  the  future,  not 
only  in  self-interest  but  in  the  interest 
of  the  public,  to  continue  and  improve 
upon  their  previous  records. 

“The  increases  in  freight  revenues 
sought  are  proposed  without  any 
thought  of  increasing  earnings  suffi- 
ciently to  earn  a fair  return.  They  are 
sought  as  the  minimum  necessary  to 
prevent  what  the  railroads  conceive  to 
he  a serious  emergency  both  for  them- 
selves and  the  public.  The  railroads 
have  made  their  application  for  in- 
creased rates  only  because,  without  ad- 
ditional revenues,  they  cannot  continue 
the  transportation  service  which  it  is 
their  dutv  under  the  law  to  provide 
and  which  is  essential  to  the  public 
welfare.  They  have  proposed  a gen- 
eral percentage  increase  as  an  emer- 
gency measure  because  they  are  con- 
vinced that  no  other  means  are  avail- 
able to  relieve  the  situation  now  ex- 
isting.” 


